‘;"..:;a;\" f.’.‘.'.'ﬁ;':.",:: of L onfidential—
Qza‘éu-__ _liiz:iééé.é _________

‘“Restructuring” the Soviet

Workplace: The New State

Enterprise Law

An Intelligeace Assessment

CIA SPECIAL COLLECTIONS
RELEASE AS SANITIZED

2000

' contid rlu- | %

- Sover-i003 . - o
Moy 1987 T s

Copr




e —— et ot o

Warning Notice

Nationsl Security
[nformation

Disseainstion Control
Abbreviations

Intelligence Sources
or Mcthods Invulved
{WNINTEL)

Unauthorized Disclosure

Subject to Criminal Sunctions

NOFORN N\ Fy

TNOCONTRACT oNCs

PROPIN(PR
ORCON (O

R

WA

A micraiche copy of thes dovy-
sneat i avaibable troan £HR

DEH N P77 printed Copiee
Trom UP AN INEC gan D20t
AN equest o uacrnd
CPANIMOY Kepular secent of
D eeparts van be atrazgead

s CFAN N

.
-
!
.
.
1
Nt reieansbic S atena b
Nt relessable b comliactirs o Comtraater womnoultanis
Caution  proprictany il msties smotaed
Diseinnmitinn: s0d s o ol alar it
westrolted by anginata:
s anfoaatin oo auzherizgd g soecase b -
-

MWNEINTEE Eeneligerce sogrees = it maadhd
Clasaebed by
i O \DR

s erwinpks wegrg-

rectass




Directorate of —~Coafidentiat
Inteliigence ]

“Restructuring” the Soviet
Workplace: The New State
. Enterprise Law

As Intefligence Assessment
This paper was prepared by the
Office of Soviet Analysis. Comments and querics are
welcome *
Reverse Blank ) i T m
. SOV 87-10731
May 1937

S




Key Judgments
Information availeble

as of 13 May 1987

wus wsed in this repoet.

“Restructuring™ the Soviet
Workplace: The New State
Enterprise Law

The strength of the Gorbachev regime's commitment to economic reform
will undergo a key test this summer when the Supreme Soviet is scheduled
to approve a new law on Sovict enterprises. The leadership released a draft
version of the faw in February 1987 and authorized an extraordinary
public discussion of it. The ensuing public debate has highlighted 2 number
of weaknesses that, if uncorrected, would subvert the law's intent. -

Soviet reformers have much at stake in the law. Gorbachev and his
supporters have touted it as the centerpicce of his effort 1o “restructure™
the economy. They hope that it will significantly increase the autonomy of
state enterprises, long dominated by their supervising ministrics, and give
managers and workers greater incentive to improve enterprise perfor-
mance. It will replace a 1965 law that had similar goals but was eventually
undermined by a fack of strong leadership backing and the refusal of the
ministries to loosen their rein. The draft law contains new sanctions against
ministerial interference, but the effectiveness of these sanctions is at best
uncertain. -

The difficult history and the contentious public debate it has generated
testify to both the political significance and controversial nature of the jaw.
Originally slated for complction last year, the draft apparently was delayed
by resistance from the ministries and was remanded by the Politburo for
additional work. The document that finally emerged reflects many of
Gorbachev's ideas but is an obvious product of political compromise that
leaves both the “rcformers“ and their opponents room for further maneu-
vering.

Among the victories for reform advocates are provisions that:

* Call for the clection of enterprise managers (subject to confirmation by
“*superior organs”) and the crecation of elected *labor collective councils”™ = -
to represent the workers® interests. Such measures, not in the 1965 law,
respond to Gorbachev's recent calls for “democratization® and worker

“self-management.” v

Make explicit the state’s right to close down enterprises that operate at a
loss. This unprecedented “bankruptey™ provision has been pushed by
some reform cconomists as an essential ingredient of true “financial
autonomy."”

i . ~Confdential
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* Endorse the wider dissemination of rights previously granted only to
sclected enterprises, These rights would enable the enterprises to deal
more directly with their supplicrs, rather than funnel their requirements
through Moscow, and keep a larger percentage of their profits for
investment and incentives.

Unless the draft is strengthened during the amendment process, however,
its ambiguity and vague language, combined with a continued reliance on
centrally determined output goals, could severely limit the enforceability of
many of its provisions and lead to the same fate that befell the 1965 law.
For example:

= Although claiming 1o cxpand an enterprise’s rights to make production
decisions without ministerial interference, the draft law also enjoins
ministries to ““closely monitor™ enterprise activitics—a function that in
the past has led to micromanagement.

The draft provides enterprises with mechanisms for redress when minis-
tries overstep their bounds; however, the burden of proof will be on the
enterprises, and it is uncertain whether managers will risk challenging
their superiors so openly.

Although it endorses the wider adoption of such principles as “wholesale
trade™ and “sclf-financing,” the draft contains no new language that
would either strengthen the earlier decrees on these issues or enforce
their broader application.

The draft makes no real progress toward Gorbachev's announced goai of
“fiexible™ pricing—an essential step if enterprise managers are 1o make
progress toward a morc rational use of their resources.

The dralt law affects the interests of all key economic actors. Government
ministers, most of whom hoid membership in the Central Committee, arc
understandably reluctant to relinquish some of their authority, given their
contir:ued accountability for the performance of subordinate enterprises.
Not all enterprisc managers are cager to assume the responsibility that will
come with their increased authority, and workers probably fear that
allowing unprofitable firms to go bankrupt will threaten their Jjob sccurity.
Workers and managers alike scem unconvinced of the merits of scveral
initiatives, including a new quality-control system and multiple work shifts,
which the new law endorses

iv
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The idea of clecting factory managers is especially controversial. Although
workers seem to applaud the notion, the managers themselves have already
made their reservations known. Some party conscrvatives also may fear
that allowing workers a role in choasing their bosses will begin a process of
worker involvement that could lead to something approaching genuine
unionization.( o

In sum, the draft law gives Gorbachev room to push his ideas further but
doca not guarantee his ability tc do s0. One carly and visible test of his
mettle will be his success in using the current public “debate™ of the draft
to give it more tecth before its adoption as law at the next Supreme Soviet
scssion, after its approval at a Central Committee plenum on economic
managenent that Gorbachev has called for this June. Another will be the
content of new regulations for the government ministrics, which are also
cxpected to be discussed at ths plenum. Meanwhile, Gorbachev scems to be
using the debate of the draft to lay the groundwork for the plenum -
discussions. That debate has now widened to include proposals that
challenge the basic precepts of a planned cconomy and that have placed the
most conservative opponents of reform on the defensive.
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“Restructuring™ the Soviet
.Workplace: The New State
Enterprise Law ¢

A key clement of Mikhail Gorbachev's strategy to
reinvigorate the Sovict cconomy has been his effort 10
increase the authority and responsibility of enterprise
managers. By giving them more authority in day-to-
day management. he hopes 10 transform an economy
that has becen tightly controlled by the bureaucrats in
Moscow into one that will be more “scif-regulating™
and efficient. By increasing the managers® respoasibil-
ity for eaterprise performance and giving them more
incentive 10 improve it, he hopes to give a much-
needed boost to productivity. Enterprises will be more
productive, he reasons, if their relationship to the
ministrics is changed from onc of administrative
subordination to onc of economic accountability. This
will allow enterprises to base their decisions on profit
motives, rather than mercly to follow orders handed
down from the ministrics,

The long-awaited centerpiece of this effort—a new
Law on Statc Enterprises—was spproved in draft
form at the January 1987 Central Committee plenum.
It was released for public discussion in February and
is scheduled for adoption at the next scssion of the
Supreme Soviet after its approval at a Central Com-
mittee plenum Gorbachev has called for this June. it
will replace 2 1965 law that also was intended to
increase enterprise autonomy but was cventually un-
decmined by the leadership's efforts to ensure that
enterprise actions were compatible with national ob-
Jjectives and by the ministrics' reluctance to loosen
their rein. To help avoid this fate, Gorbachev included
some sanctions in the new law that are intended to
prevent the ministries from citcumventing its intent.

Originally slated for completion in 1986, the draft

apparently encountered resi ¢ from the istrics

and was remanded by the Politburo for additional
work. The document that finally emerged reflects
many of Gorbachev's idcas but is an obvious product
of political compromisc that leaves both the
“reformers™ and their opponents room for further
manecuvering

© " Aleksandr Levikov, the

As currently written, the deaft for the most part reads
more like a “declaration of independence™ for Soviet
enterprises than a law with enforceable provisions. It
endorses « number of Gorbachev-backed ideas encom-
passed in earfier decrees, which had applied to only a
small number of eaterprises or contained other re-
strictions limiting their impact. The draft’s endorse-
ment of the widespread applicationa of these idcas is a
victory for Gorbachev, but its vagueness concerning
impl tion lcaves considerable doubt about its

ultimate impact. ¢

Protection of Eaterprise Rights

The ambiguity of the draft language is illustrated by
its assertions on the legal rights of enterprises. The
draft gives the enterprises the right to make decisions
on “all production and social questions™ that are not
cxpressly precluded by law, while specifying that the
ministries can exercise only those powers cxpressly
granted by law. At the samé time, however, the
ministries arc instructed to closely “monitor™ enter-
prisc activitis—a function that in the past has led to
micromanagement.! The 1965 law had similarly in-
strucied economic agencics to “ensure strict obser-
vance of the rights of enterprises™ and had told them
that they could revise an enterprise’s plan “only in
exceptional cases™—provisions that have been rou- -
tincly violated ever since. Unlike the 1965 law, the
new deaft provides the enterprises with mechanisms
for redress when the ministries overstep their bounds.
The burden of proof, however, will be on the enter- -
priscs, and it remains 10 be seen whether they will risk
so openly challenging their superiors (sce appendix A).

ics editor of Li iya Gacela,
receatly called for “relicving evinisteices of ibility (or the
results of enterprises” activity™ and obscrved that it was “jllogical™
10 ask ministrics (o take 2 hands-off attitude toward subordinate
enterprises whik cortinsing to hold them accountable for enter-
prise performance L




The 1965 Law

The “Law on the Sacialist State Production Enter-
prise,” issued in October 1965, was cne of many

The law was also subveried by central authorities®
later efforts 10 ensure 1hat enterprise actions were

regulations designed 10 implement ar ec ic re-
Jorm introduced by Premier Kosytin. As spelled out
by Kosygin in September 1965, that reform consisied
&f> an adminisirative reorganization of the bureau-
cracy; some decentralization of planning and deci-
sionmaking functions from the ministries to the en-
lerprises; a change in success criteria for enterprises;
a revision of wholesale prices; and a reform of the
industrial supply system.

The fate of the 1965 law was largely determined by
the government bureaucracy, which reacted to re-
Jorm, in Gertrude Schroeder's words, “merely by
doing what comes naturally 1o large, entrenched
bureaucracies anywhere when they are threatened
with change—ihat is, procrastinating, assimilating,
complicating and regulating.'s Because the minisiries
continued 10 be held responsible for the performance
of subordinate enterprises, they continued o exercise
“petty tutelage” and cflectively nullified much of the
new freedom of the enterprises. .

¢ See “Soviet Economic Rcform at an Impasse,” Problems & -
Communism, July-August 1971 - X

compatible with traditional economic and ideological
objectives. For example, the freedom of enterprise

" managers !0 determine average wages and 1o use

incentive funds as they saw fit was curtailed by

subsequent decrees Issued when Moscow becante con- .

cerned that wage autlays were growing faster than
productivity and that white-collar workers were bene-
fiting disproportionately from bonus payments.

Implementation of the law also suffered from a lack
of strong leadership backing. Its initiator, Kosygin,
became increasingly overshadowed by Brezhnev, who
lacked Kosygin's commitment 1o the law and to
economic reform in general. The climate for a decen-
tralization of economic decision making became even
less favorable after the Crechoslovak “spring” of
1968, which underscored the political risks of reform.
Consequently, neither the law nor the larger econom-
ic reform was ever implemented as initially intended,

The vagueness of the draft’s provisions on the legal
rights of enterprises already has led some managers to
express their reservations about the eflectiveness of
the draft as currently written. One of the strongest
criticisms has come from Nikolay Travkin, &« coa-
struction-trust leader who had previously won Gorba-
chev's public praise as an effective manager. Speaking
at the trade union congress in February, Travkin
complained: )

The draft law sins with its excessive declarations.
There are very many truisms there. But as regards " -
specific rights of cnterprises in menagement and
planning. the plans are not formulated clearly. . . .
There is much here that has boen left unsaid. And it
is far from harmless. Because stoppiness in the formu-
lation could lcave a loophole so that fater on, with the
aid of instructions, clarifications, and various clauses,

the very essence of this law could be emasculated. It
would not be the first time for us. And we all knowto .
what extent our ministrics and the planning and
finance bodics can forbid and not alfov

“Self-Mamagement” .

The draft law most clearly breaks new ground in
calling for greater worker participation in the man-

agement of enterprises, a concept first articulated by -

Gorbachev at the party congress last ycar and pushed
vigorously at the January 1987 plenum. If adopted,
the draft law would for the first time legalize the
“dcmocratic™ clection of managers by workers
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Figure I. Gorbaches meets
with managers and wurkers ot
« sicel plams. (
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throughout the Sovict Union. Unlike the 1965 law,
which specified that managers were to be appointed
by their superiors, the new draft calls for the election
of enterprise directors for fivz-year terms and Jower
level managers for two- or three-year terms at regu-

- larly scheduled mectings of workers. Between these
mectings, the workers® interests are to be represented
-by an elected “labor collective's council,” which is to
operate primarily in an advisory capacity but also is to

have some decisionmaking authority in the utilization

of enterprise funds. o

A Law on Labor Collectives, adopted in 1983, had no
provision for the establishment of such councils. Al-
though it called for greater participation by workers
in the decisions affecting them, thei: interests were to
be represented during the periods between general
mectings by entcrprise management and elected bod-
ics of party, trade union, and Komsomol organiza-
tions. Judging from the remarks of Gorbachev and
other lcaders, the labor collectives law has been
incflective in fostering a sense of greater worker
involvement in enterprise decision making, and the
establishment of the councils apparently is an attempt
10 remedy that situation.

The clear intent of Gorbachev's cflort is to give Soviet
workers 8 grealer sease of participation in manage-
ment decisions and, hence, of their own responsibility
for enterprise performance. As Izvestiya noted in a
recent editorial, workers will no longer be able to
blame their poor performance on a poor leader, -

**because they will have clected him themsclves.™
" Another intent may be 10 increase the pressure “from

below™ on enterorise managers to improve their
performance. ’

Gorbachev is attempting tu balance his objective of
giving workers a stake in the success of the plant and
his desire to maintain an ultimate political veto over
the sclection of managers. In his speech at the
January plenum, he took pains to reassure the Central
Commitice that his intent is to cnhance—not to
weaken—the “one-man mznagement™ principle of
enterprises. Limits on the free selection of managers
are suggested by the draft's requirement that clected
directors be “confirmed™* by supcrior organs, and
Tower level managers, by enterprise leaders. The
experience of the best known Soviet experiment in the




Figere ). 4 cynicel Seniet view
f Airw: #he ministers® behevior
has charged as o resvlt of Gore
Bachev’s “restrucinring” cffoet.
1n thé 1op frame, the minister is
signing & stack of intiructions,
orders. ond directives for sub-
ordinate enterpeises. In the bot-
tom frome, he iy odding the
words “om restructuring” to e
ery directive. The coption
reads. “Now lel them say I'm
foiling to keep poce with lifer
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A Soviet cartoom crliicires ihe lack of worker participe-
tion in enterprise decision making. The chalrman of the production
maecting ansounces 20 the cringing workers: “So, we heve decided!”

clection of enterprisc managers—at the Lenin Ma-
chine-Building Plant in Voronczh—also suggests that
the party will remain a strong foree in the selection of
suitaole candidates.’ ¢

If Gorbachev is serious about giving the workers a
sense of input into managerial decisions, he will have
to back enforcement measures that would incvitably
challenge the principle of onc-man management and
heighten concern among the manzgerial clite. Con-
versely, if Moscow's cflorts to limit worker participa-
tion become too obvious, they will increase the very
cynicism among workers that this move is designed to
overcome. ’

B;nkmp(q.

Another unique and controversial feature of the draft
law is its provision allowing for the liquidation of
entespriscs that have boen working at a loss for a
prolonged period. Although the 1965 law had spclled

* At the Voroneak plant, a sclection commission is formed from
repecsentatives of the party, 1rade enioa, Komsownol. plant manage-
menl, and leading production wockers, but the compasition of the
commizsion must be approved by the plant’s party committee. The

ission selects its ince by sccret ballot and then passes its
recommendation to the plant’s party commitice, which in turn
sends its recomaxndation o enserprisc management. ¢

out the procedure for abolishing an enterprise, its
climination was not expressly associated with bank-
ruptcy. The appearance of this new provision follows
scveral weeks of published arguments by Soviet econ-
omists that the possidbility of bankrupicy should not be
excluded under socialism, especially now 1hat enter-
priscs are to become more¢ financially autonomous. .
One of those economists, Otto Latsis, even made 2
favorable refereace to the experience in Hungary,
where scveral insolvent enterprises recently were shut
down.’” . S

In response to the Soviet workers’ sensitivities about
threats to their job secunity, Latsis and others have
been careful 1o note that the dissolution of eatcrprises
will be 2 much more humane process under socialism
than it is under capitalism and will fully previde for

" the needs of the affected workers. Anticipating the

workers® concerns about the bankrupicy provision, the
draft specifics that workers at plants that are shut

" down are to be given two months® notice and that they

will continuc to receive their wages {for up 1o three
months) while secking new employmeat. These provi-
sions are similac to thosc that were enacted inNovem-
ber 1985 for workers affected by Gorbachev's reorga-
nization of the agro-industrial scctor.
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Debating the Limits of Democracy

The mechanics of the proposed election procedures
Aave not yet been determined and have become the
subject of a lively public debate. During one recent
exchange, an enterprise director complained that
workers in large plants would not be sufficiently
Jamiliar with the candidates for direcior to make an
informed selection. He said that the ministry should
submit condidates for the pos: of director. When
someone asked how this would difer from current
praciice, he replied that there should be at least two
candidates—from the minisiry and from the collec-
tive. Another director suggested that workers be given
the right 10 choase culy low-level managers and that
the right to decide other cadre questions be given to a
director chasen and appointed by the ministry. Still
another director asked what was 1o become of the
enterprise’s “reserve” (workers idemified as poteniial
managers and being groomed as such} and suggested
that contenders be selected only from tAat group. The
Soviet account of the debate concluded that “every-
one was agreed that election was necessary but no one
knew exactly how todo it.” "~ ~

TASS recently announced the closing of a Leningrad
construction trust that had becn operating at a loss,
noting that “even older people cannot recall any such
bankruptcies occurring in the USSR.™ The bankrupt-
cy provision, however, may not be widely invoked. The
law spzcifies that cnterprise activities “may"” be ter-
minated if an cnterprise has a “long record of losses™
and only after all measures 1o correct the situation
have failed. Soviet economists recognize that some
enterprises, whose products have been assigned artifi-
cially low prices, must op~rate at a loss through no
fault of their own. And even when poor management
is to blame, Sovict officials will be reluctant to incur
the costs—dislocations of labor and disruptions of
supply and distribution plans—of shutting down en-
terprises that fail to make a profit. More important,
as long as prices are administratively determined,
there will be no cffective guideposts to determine
whether enterprises should be liquidated. Permitting
bankruptcics without adopting a market-based set of

prices reflecting relative scarcities could elminate
those enterprises that would make the most efficieat
usc of resources, ‘- -

Modernization

The draft slso endorses Gorbachev's call for multiple
shifts at state enterprises to facilitate the dismantling
of obsolete equipment and the development of more
modern facilitics. According to the draft, this work
system is to be adopted as the standard for all state
enterpriscs, although exceptions may be granted by
superior organs. Gorbachev's determination to imple-
ment this system across the board—despite the diffi-
culties experienced at factories where it has been
tried—is testimony to his strong commitment to
modernization. The transition to multiple work shifts
is placing 2n enormous burden on the transportation
and scrvices sectors and has proved so unpopular that
the bonuscs for those working the second and third
shifts have had to be incrcased. Even if the suppent-
ing services prove up to the task, however, it is not yet
clear whether Gorbachev's gamble witl have a signifi-

-cant payofl. Closing half of a factory for renovation

will put an additional strain on the already burdened

machinery in the other half, and, judging from stories -

at those plants that have made the transition, the
skilled technicians necded to repair the broken equip-
ment are sometimes in short supply.’ -

r | 1




Quaiity Coatrol

An cqually controversiai Gorbachev initiative—_the

new “state acceptance™ system of quality control—is
also endorsed in the draft, which calls on enterprises
10 “assist™ the work of the State Acceplance Service

in addition o streagthening their own quality control.

Under this new system, which was introdaced at
1,500 plants carlicr this year, quality contro! is moni-
tored by representatives of an independent service as 3
check on the factory's own qQuality review. The State
Acceptance Service's more stringent standards gener-
ally produce a higher rejection rate. These standards
may ultimately improve product quality, but. in the
short term, they make it more difficult for a factory 10
reach its planned output targets and for workers to
reccive their bonuses, which are based on plan fulfill-
ment.* In his speech 1o the January 1987 Central

" Accardiag to the Sovict press, strict conirol by State Accepiance
Scrvice workers wac a significant reason for the poor industrial
Vulput figares in January and Febeusev 1987 Sec DU [nselligence
Assexsment SOV R7-10024 (Scerer . | . Apeil 1957, The Sonier
Cracldirmn on Quality: An OI4 Tradition With a New: Twin )

e L

Committce plenum. Gorbachey complained that in-

. troduction of the system had been strongly resisted—
to the point of work sloppages—at Sovict factories.
While Gorbachev seems committed 10 the fnew sys-
tem, several cconomists have been openly critical,

worrying that it may succeed only in creating yet
another burcaucracy.

Financial Autonomy

Although the draft specifics tha all enterprises are to
opcrate on the principic of *“full financial astonomy,”
some enterprises will continue to be “more avtono-
mous™ than others, with few coming anywhere close
to the goal of genuine sclf-financing. For that goal 10
be achieved. an enterprisc would have 10 be allowed 10
keep all of its profits. from which it would finance all
of its planncd expeanditures, including investment.

b
w
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For now, the enterpriscs coming clasest to this ideal
will be those included in 1987 in an exponsion of the
so-called Sumy experiment, which allows 3 select
number of enterprises to keep a larger pereentage of
their profits for technology. reequipment, incentives,
and other purposes® These conditions, which Soviet
officials describe as “full financial autonomy,™ are to
be gradually extended 10 all industrial enterpriscs.

As in the case of permitting bankruptcies, however,
rational decisionmaking on such Questions as the level
of investment and wage incentives would require
completely fiexible prices that reflect relative resource
costs and buyer preferences. In the abssncc of a
market-determined price mechanism, the level and
distribution of profits will be arbitrary, and invest-
ments will be misallocated.

. ¢

The limits of enterprise autonomy are probably most
spparcnt in the draft’s planning section, which speci-
fies that the list of indicators, economic norms, and
quotas set for the enterprise in five-year and annual
plans “is determined by the USSR Council of Minis-
ters.”” The law reaffimas the importance of focusing
on five-year, rathcr than short-term, goals and of
maintaining the stability of the five-year plan—elu-
sive objectives that previously had been stressed in the
October 1965 and July 1979 decrees on cconomic
planning and management. With the aim of improv-
ing regiona! planning, the law also calls on enterprises
under republic jurisdiction to coordinate their five-
year and annual plans with the republic councils of
ministers and local soviets. This stipulation had been
includ=d in a July 1986 decree that was designed to
increase the local soviets' role in socioeconomic devel-
opment.’

* The scll-financing caperiments at the Frunze Machine-Building
Production Association in Sumy and the Volga Motor Vehick
Plant in Tcl'yatti have been extended this year 1o all of the
entcrprises under scven ministrics and 1o 36 associations and
cnterprises under 17 others. |

"These plans call for coordination on matters concerning “the
development of the social sohere, services for the population,
consumes goods production, construction, the numerical strength of
the work force, th: utilization of labor sesources, local raw and
other materials, secondary resources. environmental protectior, the
usc of soil, water, and forest tesources. and other indicators
tsublishcd.b)’ law.”

The draft law also allows enterprises producing con-
sumer goods 10 basc their production plans on orders
from their customers—a clear response to Gorba-
chev's effort to make the €CONOMY more responsive 10
changing consumer demands. Like the May 1986
decree on which it is based, however, this provision is
weakened by its failure (o allow those enterprises to
choose their own suppliers and by the continued
priority assigned to centrally set targets. ”

Supply

According to the draft, enterprises may acquire their
needed resousces cither through the current allocation
systemn or through “wholesale trade™ procedures, but
wholesale trade “must” expand and become the
“main form" of material and technical supply. This
provision may be encouraging to a number of Soviet
ccononists who were openly critical of the timidity of
the March 1986 decree on wholesale trade that
applied primarily to enterprises of “ronproduction”
ministries, such as the Ministry of Culture.* The draft
law contains no timetable for the transfer of addition-
al enterprises to the wholesale trade system. Nor is
there any indication that this system will evolve into
something approximating a market economy concept
of wholesale trude that would allow cnterprises to
choase the enterprises from which they buy and to
which they sell. Under the 1986 decree, designated
enterprises no longer have to obtain advance authori-
zation from Moscow but can take their orders to their
local branch of the Statc Committee for Material and
Technical Supply, which will then provide the equip-
ment from its own supply base or put the enterprise
manager directly in touch with a supplier. Reform-
minded Soviet economists who criticized the timidity
of that decrec fear it might meet the same fate as a
similar effort in 1965, which failed because of bureau-
cratic resistance and the forced state of tautness in the
cconomy that makes derationing of producer goods
difficult to accomplish

* According 10 an article by V. Lagutkin in Sotsialisticheskaye
Indusiriye, only 2 percent of all Soviet CRICIPriscs were operating
under wholesalé trade procedures as of 8 August 1986.




Incentives

The dreft explicitly and strongly endorscs Gorba-
chev’s effort 10 reverse the wage-leveling trend of the
Brezhinev years and to create a closer relationship
between the workers® pay and the amount and Quality
of work they produce—a move that threatens the
livelihood of those workers who have been riding the
costtails of their more productive colleagues. Al-
though a wage reform issued in Scptember 1986
amounts (o & pay increasc for many categorics of
workers, the law reiterates that cnterprises must
finance these increases from their own resources and
suggests that they do so by reducing their work foree
and increasing productivity.’ The endorsement of
increased differcntials in wages is accompanied by
another provision, absent from the 1965 law, that
gives enterprises the right 10 give preferential trest-
ment in the allocation of housing to certain highly
skilled specialists and workers. The law also calls on
the enterprise to reduce the relative proportion of
funds channcled into the maintenance of mansgement
personncl. This provision reflects a June 1986 decree
that established wage fund norms for management
personne! and that was designed to reduce the overall

number of managers.

Prices

A major weakness of the draft law is its failure to deal
with the issue of price reform. It makes no real
progress toward Gorbachev's announced goal of more
“fexible™ pricing and in some respects seems even
more restrictive than the 1965 law with regard to
enterprise rights in that area.” Reflecting concerns
that increased pressures 0 operate at a profit might
lcad to infiated prices, the new law specifies that any
“unjustified profits” carred through “breaches of

* Under the reform, workers® wage cates sre 10 go up by 20 to 25
peroent., on the average, while the increase is 30 10 35 perceat for
cngincering and toechnical workers and 40 1o 43 percent for

" designess and foremen. Enterprises are to transfer to these new pay
rates gradually—over 2 number of ears—as they accumulate the
nocessary through i d productivi

* Although Gorbachev has ncver suggested abandoaing the system
of administered prices, he has called for more ficxible prices that
reflect not only the costs of production but slso other factoes such as
social utility and demand. -

state price discipline™ are lizble (o appropristion and’
that any enterprisc earning such profits must pay a
fine equivslent to the profit. Several Soviet economists
have reporied taat pricing policy remains a highly
contentious issue, and Abel Aganbegyan, a reporied
adviser to Gorbachev, predicted in January that any
reforms in that arca would require “two to three years

of prepanation.™

Foreign Trade

One heading in the new law—"forcign economic
activity"—was not addressed 2t all in the 1965 law
because it was only in September 1986 that selected
Sovict enterprises were given the right to trade direct-
ly with foreign irms." Thus far, only 70 enterprises
have been given this right, and the law makes no
provision for expanding that aumber, noting only that
enterpries “may be granted the right™ to carry out’
impott-cxport cperations directly. The decree also
allows for the establishment of joint ventures with
Western and other foreign countries but treats this
topic only in a general way, presumably because the
more detsiled regulations governing the establishment
of such ventures were published separately in Janu-
o - :

Prospects

The publication of the draft taw bas generated a lively
discussion that reflects what appears to be an intense
political battle over the scope and scale of economic

reform. The draft law’s provisions affect the interests
of all key economic actors:

* The more highly skilled and preductive workers
presumably welcome the increased wage differen-
tials endorsed by the draft. .

however, many of their coworkers navc

CrThe caterpriscs” right (o cngage dirctly in forcign tradc is limited

10 “above-plan™ production, and the enterprises can keep part of the
resulting revenues anly if the Foreign Trade Bank approves of their
intended use of 1he funds.
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become accustomed to “receiving a good income
and doing little work™ and regard the assault on
wage-leveling as a threat 1o their livelihood. Both
the high performers and the underachicvers seem
seansitive to the job uncertsintics raised by the
bankrupicy provision and the possibilitics of re-
duced bonuscs resulting from the new quality-
control system.

Many successful enterprise managers hzve publicly
applauded the draft's effort 10 increase their autono-
my and arc cager to prove their managerial skills.
Other managers, however, probably fear the pros-
pect of failure in the absence of closc ministerial
supervision and assistance in bailing out factorics
that are performing poorly.® Many managers also
have expressed scrious reservations about the pro-
posed “democratization™ of managerial
appointments.

* According to L T many min-
istry officials regard the dralt as an attempt to
undermine their authority—an attempt they can be
expected 1o resist as long as they continue to be held
accountable for the performance of their subordi-
natc enterpriscs.

Attitudes within the Soviet leadership toward the taw
are more difficult to determine. There are some signs
that Gorbachev is mancuvering 0 strengthen the

Stnan [T Z}speech that Gorbachev [ T}delivered 1o
2 Sovict writers” group last year, he said, “Many directors write to
us sayiag: “We don’t need rights and independence. Leave every-
thing the way it was. It was casier to work.* ™

c

law’s language. It was he wha proposed that the draft
be published for nationwide discussion before its
adoption—a procedure usually rescrved for only the
most important documents, such as the Party Pro-
gram-—and that process has allowed more radical
proposals to be publicly aired.* In his specch to the
trade union congress in February 1987, Gorbechey
made it clear that the draft was not 1o be regarded as
the finis! word, but that it provided s “basis for broad
discussion and . . . the writing of a good law.” His
words Eave since boen ecboed by Premier Nikolay
Ryzhkov 2nd Lev Zaykov, the senior party secretary
foe induxuy—-suuuling that his eflorts to strengthen
the law have the support of at least two key leaders.

J the debate over the draft law also is being
used to prepare the grourdwork for the Central

Ce ittee pl 10N eco! ic management.* The
range of that debate rocently was broadencd by an
article written by economist V. Yefimov and reform
advocate Tat'yana Zaslavskaya that used criticism of
the draft law as a point of departure for proposals that
challenge the besic precepts of the Sovict command
economy. Among the most radical proposals in their
article were the climination of plan targets and cen-
trally determined wage scales—measures the authors
charged were essential for genuine enterprise autono-
my® -

Conceivably, Zaslavskaya is taking advantage of re-
laxed censorship to promote a radical agerda without
Gorbachev's sanction. Given her reported connection

" The following cxchange during a July 1936 spooch Gocbacher
Uetivered in the Khabarovsk region suggested an effort 10 drem wp
support for & strong law a3 a means of pressuring his Politbero
colleagucs: “Perbags it would be worthwhile to promelgate the
draft of this law?™ (Voices from the crowd: “Yes, you.") “F shall
report your opiaioa to the Politburo.™

* The plenum will probably precede the Supreme Sovict session and
is likely to authorize the law's final fanguage. ¢

® [astead of fired allocations of "7",aﬂd
(o 2 3y3tem that would allow caterpriscs to establish their own .
armangements with their supplicrs. And, in place of expenditarc-
based prices. she proposed a flexible system that would abso include
“ceiling™ and contract prices. |

‘10
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Criticism of the Draft

Muck of the public criticism of the draft law has
centered aa lis lack of penuine legal protection for the
enterprises In their dealings with superior agencies.
For example, Viadimir Laptev, head of the Economic

Law Sector at the Institute of State and Law, recently -

complained:

The point is that the law is not only a politica!
bat also 2 legal document, and some work still
bas to be done on it from the legal point of vicw,
perticularly as fac as vertica! relations arc con-
cened. In & number of cases, we have provisions
in the draft saying, for instance, that & higher

_ organ should do this or that—that it *should.
That is ll very correct, but whet would heppen
if the higher orgaa violated that provision? And
often we cannot find = reply to that. (-

This critical attitude was also apparen! ir viewrrs'
responses (0 a Leaingrad television program on the
draft law. Only 23 percent of those who called in said
that the new law, as currently written, would have a
pasitive Impact on the enterprise where they worked,
while 44 percent thought it would be benchicial only if
amended. Thirty-two percent of the callers—and S4

percent of thase who identified themselves as enter-
prise managers—thought {1 would haw a negative or
negligible impact. Gocbackev probably welcames this
kind af criticism, given his emphasis on the necessity
of putting teeth in the law * :

On the other hand, Gorbachev's insistence on a frank
public discussion of the draft may have also prompe-
ed some unforeseen criticism of measures he sup~
ports, such as the multiple-shift system. For example,
{n the following exchange that took place during a
roundtable discussivn of the draft, an enterprise
director rightly points out that the imposition of that
system s inconsistent with the effort to give enter-
prise managers greater decisionmaking authority:

(Enterprise director) I propose scrapping the provision
on multiple shifts completely. Selffinancing and the
economic levers will force enterprises to make more
intensive use of equipment.

{Moderator) So you mean that it will soct itself our
automatically.

(Enterprisc director) Absoluzely v

to Gorbachev and her longtime assosiation with bis _
adviser Abel Aganbegyan, however, it seems likely
that at least some of ber ideas have Gorbachev's
support. At the very least, the publication of the
article bas put thosc on the conservative end of the
spectrum on the defensive

The fact that both Zaslavskaya and cnterprise man-
ager Nikolay Travkin, a Gorbachev favorite, who bas
beea highly critical of the draft’s ambiguities, were

* Aganbegyan focmerly headed the Novosibicsk institute where
Zashavitays works [~ J
Zastavikays a0d Gocbecher bocame both peofessionsl and personat
fricnds while be was serving in Stavropol”. During this period,
parallel agricultucal projects weee cascied out in Stavropal’ and
Novxibicsk, and Gorbacher reportedly consulted reeularly with
the Novsihirsk projoct director—Zaslavskaya.

allowed to argue their cases in the central press
suggests thal some significant alterations arc likely to
be made when a review commission, headed by '
Ryzhkov, finishes its work (sec appendix B)."" Gorba-
chey also may be counting on new regulstions govern-
ing the USSR ministries, which are scheduled to be
discussed at the plenum, to help redefine their mission
2nd reducc their interference in enterprise business.

Ryzhkov had catiod 2 mecting of 1he mast influcatisl cocono-
mists after (he January 1987 plcrum. Its purpose was to give
impctus to rcfoem by sctting plaas in motion (or the comiag plenum
20 cconomic management in Junc i it was
Ryzhtov who defined the process and geve them theie marching
ocders




Although the language of the draft law is broad, it
endorses nearly all of the management ideas Gorba-
chev has espoused and gives him room to push those
ideas further. The broadness of the language also
presents ample opportunities for resistance, however,
not only from ministry officials reluctant to relinquish
their authority, but also from those enterprises uawill-
ing to shoulder the responsibilities that would accom-
pany their increased independence. © °




Appendix A
Key Revisions of the Law

1965

The agencies of economic guidance must ensure strict
observance of the rights of the enterprise and control
over (ulfitlment by the enterprise of its obliga-

tions. ... The plan assignments approved for the en-
terprise may be revised by the superior agency only in
exceplional cases. . .. The superior agency and the
party-state control agencics check on the activity of
the enterprise.

The director of the enterprise is appointed and re-
licved of his post by the superior agency.

The assistant directors of the enterprise, the chief
accountant, and the head of the techaical control
department are appointzd 1o and relicved of their
posts on the director’s representation to the superior
agency. .. . The foreman is appointed, transferred,
and released from work by order of the enterprise
director.

1987

Under the conditions of full financial autonomy, the
enterprise ... can make decisions on all production
and social questions provided they are not contrary to
legislation. .. . It is incumbent upon the superior or-
gan to. .. strictly observe the enterprise’s rights and
1o assist it in exercising them to the full without
interfering in its operational economic activity. ... It
is incumbent upon the superior organ to monitor the
enterprise’s activity, compliance with the law, and the
safeguarding of socialist property. . . . The supcrior
organ may give the enterprise instructions only within
the limit of the powers vested in it by law. Any lossex
suffered by the enterprise as a result of obeying orders
issued by a superior organ in breach of the enter-
prise’s rights are reimbursable by the organ that has
issued such orders. Disputes on the question of reim-
bursement of losses are resolved by the State Board of
Arbitration, :

The leader of an enterprise . . . is clected at a general
meeting (conference) of the labor collective by secret
or open ballot (at the discretion of the mecting or
conference) for a five-year period, and his appoint-
ment is coafirmed by a superior organ. [He) can be
removed from office by the supcrior organ following a
decision by a gencral meeting (conference) of the labor
collective or, if so empowered by the collective, of the
labor collective's council.

The leaders of subdivisions—production units, shops,
departments, sections, livestock units, and iinks—as
well as foremea and tcam lcaders, are elected by the
corresponding labor collective under the same proce-
dure for a two-to-three-year period and their appoint-
ments are confirmed by eaterprise leaders. The afore-
mentioned leaders can be removed from office by -
enterprise leaders, following a decision by the corre-
sponding subdivision's collective.




1965

Production conferences function at the enterprise and
in major shops, divisions, and livestock sections for the
broad enlistment of workers and employees in partici-
pation in the solution of production questions. . ..
Meetings of the personnel of the enterprise . . . discuss
draft production plans, the results of plan fulfillment,
draft coflective agreements ... ané questions of pro-
duction, cveryday and cultura! services to werkers,
and the utilization of the enterprise fund (consumer
goods fund). The administration of the enterprise
reports to the mectings on the measures effected to
carry out the decisions of previous meetings.

Reorganization or liquidation of an enterprise is car-
ricd out by decision of the agency that is empowered
to form cnterprises of its type.

’

(No reference to multiple shifts)

1987

The general meeting of the enterprise’s labor collec-
tive is convened by the labne collective council . . . at
least twice yearly. . .. Duriag the period between
meetings, the powers of the labor collective arc exer-
cised by the labor collective counail [which] works in
close contact with the administration and with the
party, trade union, and other public organiza-

tions. . . . [The council} is clected by & gencral meet-
ing. ... by an open ballot for a 2 t0 3 year period.
Workers, team leaders, foremen, specialists and repre-
sentatives of the administration and of party, trade
union, Komsomol, and other public organizations can

_ be elected to the coundil. . . . Decisions on questiors of

social development, labor organization, and wages arc
made by the labor collective council and the enter-
prisc’s administration within the fimits {aid down by
law and in conjunction with the trade union commit-
tee and the Komsomol! organization. .. . In the cvent
that the enterprisc administration disagrees with the
labor collective. council, the question is resolved ai a
general meeting of the labor collective.

Enterprises’ activities may be terminated . . . if the
enterprise has a long record of losses, becomes insol-
vent, or experiences 1 lack of demand for its output, or
if measures taken 10 ensure profitable working under
conditions of full financial autonomy. . . fail to yicld
results. .

With a view to achieving a full return on production
polential, the enterprise institutes a two-shift work
system-—or, in cascs involving unique and expensive
equipment and whenever necessary bocause of pro-
duction conditions—a three- or four-shift work sys-
tem. The adoption of a different work system by an
cntcrprise is allowed subject to permission by its
superior organ coordinated with the local soviet of
people's deputies. -
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1965

{No reference to fortign trade activitics)

Reverse Blank

1987

Enterprises affecting considerable export shipments of
output may be granted the right to canry out import-
cxport operations directly (including with mazkets in
capitalist and developing countrics) and to create
financislly autonomous forcign trade firms to this
end. Enterprises with no right to independent access
to forcign markets participate in determining the best
conditions for cxporting their output sad scrvices via
foreign trade associations subordinate to their own or
other ministries and departments. The procedures for
creating joint enterprises and production facilitics on
Soviet territory and for their activity is determined by
Soviet legislation.




Appendix B

The Fruits of Peblic Debate:
Proposals for Revislon
Published ln Key Central Newspapers

Article To Be Revised

Number of Proposals ¢

Chicl Revisisas Proposed

Article 1. The Eaterprisc and lis Tasks

{Imsignificant)

Article 2. Principies of the Eaterprise’s Activity

Enterprise profits must aot be appropriated by the
ministry for distribution to other bess peobitabe
calerpeises.

Article 3. The Collective's Fi ially A
Revenue and Its Distributi

(Insignificant)

Article 4. The Enterpeise’s Maleriaf and Technical
Base and Resources

(ncignificsat)

Article 3. Structure of the Association 1nd
Enterprise

(lesignificant)

Article 6. Managemant of the Faterprise

41

Enterprise directors should 8ot have 10 be
“confirmed™ by ministrics.

Elections must be by socret taliot oaly.
There mest be two or more candidates for cach post.

Labor edlecltves should have the right 10 recall
befare they complete their terms.

There should be restrictions on the aumber of terms 8
manager may serve. ’

General mectings of the labor collective: should “con-
firm™ as well &3 “oversee™ an enterprisc’s annual and
five-year plans,

Article 7. The Enterprise’s Labor Collective Council

L1}

This article should be climinated; there are already
100 many i 1 ocganizations that weaken the
priaciple of onc-man management.

Article must clarify how the rolc of the lsbor coliec-
tive council differs from that of the trade wnion
courcil.

The enterprise director should be probibited from
serving as chairman of the conncil. (Opiniva was
about cquslly split over whether the directur and
other top administrators should tically recerve
membership ia the council or be totally excluded to
preseeve the council’s “independence.™)

Article 8. The Enterprise’s Cxdres

The enterpeise must continue 10 prepare a reserve
pool of executive personnel and to plan for their
peofessional careers. As a rule, candidates for elective
posts in the cnterprise should come from this pool.




The Fruits of Public Debate:

Proposaks for Revision,
Published tn Key Central Newspapers + (contineed)

Anick To Be Revised Number of Proposals ®

Chief Revisions 7 Proposed

Article 9. Relations B E i5c and Iis [}
Superior Organs and Local Soviets of Peoplz's Depu-
ties

The rights of ihe branch ministrics mest b sharply
curlailed or they will contisee to isterfere in enter-
prise activitics,

1t emust be cmphasized that orders from higher
organs that result in losses for the znierprise are the
responsibility of the organ that isseed the order.

To avoid cacessive intervention, the taw should speci-
(y which superior organ nllwad-sa nuul ndlu of
an enmwu 's prod i

activitics.

There must be a Emit placed on the nembes of
workers who can be 4rawa away from their work at
an caterprisc by the bocal soviets 1o belp with 1he
harvest.

Asy limitalion on the rights m(d 10 esterprises by
this law must be strictly pr

Article 16. Planaing 14

Refereaces 1o “controt fgures™ should be deleted,
because planning from above docs not work. Annusl
a0d five-year plans sbould be developed by the
enterprises on ‘the basis of comtracts with their
customers. . L

The paragraph on “counter plass™ shoald be deleted. o~
Counter plans do not work, because mansgers inten- -
tionaily sct & reserve aside abead of time, and the :
plan is then sct at a lower thaa optimum leved.

Any chanzes in the plas may be mde oaly wilh the
appmral of the labor collective.

1t should be spelled out that the ceterprise has the
right to conclude supplemental contracts foc above-
plan production.

Article 1. Scienific and Tochnical Progress and 2
Improvement of Quality

Although the draft catls for the enterpeise 30 cooper-
ste with the State Acceptance Service, it should ako
point out that the State Acceptance Service must

with the isc 20d avoid viewing
problems (rom its own narrow perspective.

Article 12. Retooling and Remodifing

Article 13. The Labor Collective's Social n
Development

The enterprise’s responsidilily to improve wocking  °
conditions must be emphasized.

Housing construction must be specded up whenever
production is expanded.

Article 14_ Labor and Wages n

Superior ocganz should aot sct wage normatives.
Such decisions shoald be made by the enterprises. <




Article To Be Revised T T " Number of Proposalss | Chiat Revisions fropasd

Avticle 13, Materal and Techrical Swply Ty T It shoutd be cmphasized that the State Commie ™
for Material and Technical Supply bears complete
responsibility for the timely fulfillment of orders
placed by the enterprise for fucl, cquipment, materi-
ks, and spare pars.

1 should be made cicar that cratratized disuibution
is oaly & transitions] system, pendiag widespread
o adoption of wholetsle trade.

Article i6. Sak of Output, Work, or Services s Every enterprise should bave the right to sell some
ract of its output independantly —not Just the above.
Plan oulput, as spocibed in the draft.

Article 12. Finsnces and Prices 7 Enterprises should aat be penatized for operating at 3
loss if that Joss results from their faiture 10 receive
scocssary supplics.

No enterprise should be required (o Jperate at a logs
Cplanncd loss-making™), bocause this conflicts with
the goul of scif-financing.

—————

Am‘rlt‘ll. Credit and Accounts 2 {Iasignificany)

Articie 19. Forciga E ic Activity {Insignificant)

Article 20. Use of Nature a0d Eaviroamental 2 (Insignificant)

Protection .

Article 21. Enterprises” Soin( Production aud Social 2 (lasignificant)

Activity

Atticle 22. Acoounting, Statistical Reporting and 4
Monitoring

(Insignificaat)

Article 2. Creation and Termination of Enterprise 2
Activity

Article 4. Features of lbc"Applica(ion of the Law P

When liquidating an enterprise, the superio organ
must have the agreement of the All-Union Central
Council of Trade Unions and the State Commiitee
for Labor and Sociaf Problems. The refeased workers
must be guaranteed the rights established by the
USSR Constitution and other legislation.

There were also propasats to 26d new atticles 1o the
law that would “guarantee™ enterprise nghts: deat
with the relationship between state enterprises and
cooperatives and individual labor activity, and estab-
lish a mechanism (o resolving disagreements be-
fween an enterpeise and 2 ministry.

» This survey covers proposals published in Pravda, I:vestiva,
Ekonomicheskaya Gazeta, and Sotsialisticheskaya Industriya
from 8 February10 8 Apcil 1987,

*Only 3 small perceatage of the proposals received by these
publications was published. For exanple, Provda reported that it
received 3.300 letters about the draft law during this period.

© This ecvision was the proposal most frequently cited in the
publications covered by this survey.

Revesse Blank 19




